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INTELLIGENCE HIGHLIGHTS NO. 93
22 MARCH to 28 MARCH 1950

SECTION I.  SUMMARY OF F.il EAST TRENDS AND DEVELOPMLNTS

An asgesament of current Japanese views on conclusion of a
peace treaty. shows that ths former desire of a guick treaty as a
solution to all the nation's ills has been in part replaced by a
r(nore ;'ealistic concern over any treaty's necessarily mixed blessings

p. 2).

Contrary to the opinion oL some observers that the "internatiopal?
leaders of the Chinese Communist vYarty are about to embari on tLhe con~
quest of Southeast Asia, it appesrs that “nationalists™ and “interna-
tionalists™ alike are agreed on & Jimited campaign against Tibet, Hai-
nan, and Taiwan (p. 2). Meanwhile, within China proper, the Party is
urging its members to cement peod relations with the masses and "demo-~
cratic elements" (p. 4).

Australia's coalition conzervative government has won the first
round in its fight Yo root out ihe minority Communist leadership in
that nution's vigorous trade union movement (p. 4).

NES_NOTES

Dutch recognize Peiping rogime|

FThai "boy King" returns,

NOTE: Section III contalas a sumpary of the curvent
problems faced by uhe Republic of Korea.

The marginal notations usea in succesding sections of this Weekly
("A®, "BY, or "C") indicate the importance of the items in D/FE
opinion; with "A" representing the most important..
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SECTION I1I. DEVELOPMENTS IN SPECIFIED AREAS

JAPAN

Japanese views on peace treaty change--~While many conflicting attitudes
on the subject of an eventual peace treaty are continually being voiced
both in the Diet and in the Japanese press, a general change in Japan-
ese public opinion has been discernible in the past six months. Lessen-
ing public enthusiasm for a treaty is perhaps the most notable of

these changes. Although early conclusion of a treaty has long been ro-
garded as a panacea for Japan's many problems, there is now consider-
able public agreement that, while a treaty would end Japan's sbnormal
international status of the past five years, it will not be an un-
mixed blessing. This attitude probably derives from the Japanese pre-
ference for an "overall® peace conference, at which Communist as well
as non-Communist nations would be represented., The Japanese are in
realistic ~eneral agreement that any forthcoming peace conference is
almost certain to be a less satisfactory "separate" one, boycotted by
the Communist nations.

The question of Japan's future security is undoubtedly a major
consideration in this regard. A policy of neutrality, while undoubted-
ly desired by all Japanese, probably has few non-Communist supporters
who actually consider it a realistic course. Indeed, the conservative
majority in Japan appears to feel that a continuation of the status quo .
offers the best hope for security, since a "separate peace" would
leave Japan still "at war” with the USSR -~ the one nation from which
Japan feels the greatest need to be protected.

Meanwhile, the Japanese appear to find a psychological safety valve
of sorts in the discussion of territorial aspirations., Paradoxically,
in view of the convictions regarding a non-Communist "separate peace®
treaty, much of the territorial discussion concerns the return to Japan
of the USSR-ocecupied Kurils and particularly the southern islands.

The Japanese alsc express a more realistic interest in restoration of
the Bonins and the Ryukyus, particularly Amami Oshima (the Northern
Ryukyus), which was formerly attached to Kagoshima Prefecture,

CHINA

Offensive in Southeast Asia?--Some observers of the Chlna scene are
presently predicting Chinese fommunist armies will launch a military
offensive in Southeast Asia in the near future, az a consequence of
conflict between the "internationalist" and the "nationalist® factions
of the Chinese Communist Party. The argument runs that the *nation-
alist" faction in China believes a sclution of the Party's present
outstanding problems -- economic deterioration and psasant opposition ~-
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requires large-scale demobilizatio: of the Communist armies and an
effort toward accomodation with the wWest., The "internationalists®,

in contrast, are represented as opposing both demobllizatiorn and accom-

odation and favoring military action in Southeast Asia instead, be-
ginning with Indochina. This course of action, it is said, would
simultansously (1) defeat the "nmationalist" factlon, (2) prevent ac-
comodation sith the .jest, and (3) promote internationsl Communist
interests in Southeast Asia.

. Timing of the postulated offensive is stated in terms of the
Chinese Communist need to attack Indochina before US aid to the area,

__in the form of ECA funds and military suoplies. can be effectivel™ |

Althou th there may be important differences of opinion on such
issues as the degree of subservience to the USSR, policy toward the
West, and methods to be employed to meet the economic crises and pea-
sant unreat, there is at present no reliable evidence which suggests

that Party factions in China are at variance regarding Communist mili-

tary objectives. Numercus Communist pronouncements have indicated
these objectives to be, in point of fact: (1) the elimination of all
Nationalist resistance; (2) the extension of Communist control over
all territory which formerly -~ actually or nominally —- acknowledged
Nationalist suzerainty; and (3) the achievement of these aims in
1950. Nothing in the present situation suggests that either Chinees
Communist overall or factional interests would be best served by de-

viating from these stated objectives. Moreover, present internatiional

Commnist strategy, formulated and announced by the USSR and endorsed
by the CCP, does not envisage the employment of the regular armed

forces of a Communist natlon for large-scale intervention in "libera-
tion" movements elsewhere, with the result that the Chinese Communist
“internationalists®, perhzps even more than the "nationalists", would
be loathe to advocate an attack on Indochina either in order to solve
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domestic lssues or as a technique of expansion. Indeed, the Chinese
Communists® economic difficulties, which derive at least in part from
the Nationalist blockade and associated air attacks, could be more
readily relieved by carrying out the stated Communist military aims -~
ocoupation of Taiwan and Hainan and elimination of the jationalist
Navy and Alr Foree -— than by adventuring in Southeast -Asia.

Party urges better relations with "people"-~The Central Commitiee of
the Chinese Communist Party recently instructed all Party members to
extend and strengthen their links both with the masses of the peopls
and with non-party democrats. The CCP directive urgsd the study of
speeches on this subject made by Stalin in 1933 and by MAO Tse-tung
in 1941, Quoting from the latter speech, the broadcast concluded
vos® it (the Communist Party) ahould be supervised by the people and
not run counter to the will of the people. Its members should stand
among the people, definitely not above the people. Our principle of
lmplementirg democratic cooperation with non-party people is fixed
and immutable. n

This Party announcement, which is in line with the current Com-~
munist campaign to improve the work of rural cadres in East and Central
China, sugpests that the CCP has become concerned wibh the general
attitude of the Chinese people toward their regime and has decided not
only to reindoctrinate its members, but also to propagandize the Party
more aggressively as "the friend of the masses", responsive to their
wishes. The move lends weight to current reports of widespread Chi-
nese disillusionment with the Communists, even among those students
and intellectuals who have been the Party's most articulate supporters
and apologlsts.

AUSTRALTIA

Government wins first test with Communistg~-Vigorous action taken hy
the Liberal-Country coalition Government against Communist labor
leaders -~ a first step toward implementing a campaign pledge to out-
law the Australian Communist Party -- has met with initial Buccess,
Invoking powers under the Emergency Crimes Act, the Government threat-
ened to prosecute Communist leaders of the Waterside Workers Federa-
tion, which was engaged in a rolling stike on the Brisbane waterfront.
As a result, on 27 March, Federation leaders were forced to sus pend
the strike for two months and submit their claims tc arbitration,

The succesa of the Government's first bout with a Comeminist~-led
labor organization indicates that it will receive greater support from
trade unlon moderates on the Communist issue than had been generally
predicted. Observers had feared that clumsy Governmental hendling of
labor policy, instead of weakening the Communists in Australia’s trade
unions, would create sympathy for them among the rank-ancd-file of labor.
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It now appeara, howsver, that Minister of Lsbor Harold Holt anjoys
the wnfidence of most top Australiun unioh leaders and even has
allies within the opposition Labor Party, who may be expectsd to
advise and support him Lo the extent commensurate with pelitical
sxpedlency. Although the conservative Goverrnment must axpact a
normal amount of labor difficulty during coming months, it is high-
ly probable that, with carsful planning, continued cooperation or
at least non-interference frem Australis's majority trade unlon
mederates can be expected,

HEi#3 NOTES

Inhe Netherlands Government has extended de jure recognition to
the Chinese Communist regime. According to an announcement from The
Hague, the Secretary of the Dutch Embagsy in Peiping submitied a note
informing the "Central People's Guvernment of the Pecople's flepublic
of China" of the Dutch action. The Dutch Government aimalianeously
notified the Ambassador of the Natlonal Goverament of China at The
Hague that it was terminating its recoguition of the CHIANG Kai-shek
regime, No mentlon was made in the announcement of any diplomatic
move by the Unlted States of Indonesia, & partner in the Kebtherlands-
Indonesian union, which has as yet neither recognized nor besn recog-
nized by the Chinese Comuunists,
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Inailand's Kigg, 22-year-old Fhumiohon Aduldet, has returned to
Bangkok from Switzerland sfter more than a three-year sbsence. His
1mmediate agenda: (1) elaborate six-day cremation rites for his
brother, the late King Ananda Vahidol, who was shot to death in June
19465 (2) marriaze on 28 April; (3) a "private" coronation on 5 May,
accompanied by a US naval air demonstrabion,

L s
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SEGTION L1L, OUTLOOK IN KOREA

Police and Army units of the Korean Republic scored an important
advance in the endless campeign against Communiat guerrilla operatlens
on 21 March when they routed one of the two remaining largs, organized
guerrilla unite in southern Korsa. Since the eatablishment of the
Republic, the well-orgunized and technically competent Communist-led
guerrillas have presented a contlnuous threat to the Republic's in-
ternal security. Although the Republicis police force has been ex-
panded from 35,000 to 50,000 since May 1948, they have proved unable
alone to suppress guerrilla activitles and Army troops have also been
assigned to internal security functions. Because of this commitment,
the Republican Army has been delayed in its tralning program and has
besn unable to deploy its forces to maximam advantage against the ever-
preaent threat of overi ageression from northern Korea. This winter
has seen substantial progress in reducing the internal guerrilla threat,
however, and a force of 10,000 "Combat Polics® are now being trained
to relieve the Army of internal security responsibliities.

Altiwugh the guerrilla threat has been successfully contained for
the immediate fubture, and the young Republic'!s internal sscurity is
reasonably well established, this goal has been reached only at the
oxpense of economlc and political objectlves necessary for Lhe nation's
long-term aurvival, President Rhee has consistently fell that his
primary tasks are (1) to unify Korea, and (2) Lo oppose the immediate
Communiist threat of subversion, guerrilla warfare and invasion from the
North. 1Ip his approach to these tasks, Rhee has given top priority to
the development of the Republic's armed forces and the forging of a
unified, anti-Communkist "National Front® in politlcal affairs,

In this process, the natlon's economic welfare has been neglected
and economic problems have been serionsly magnified by the extravagant
Aray and Police requirements for funds, equipment, and raw materials.
Although postwar recovery in Korea's agricultural and indastrial pro-
ductivity reached a high in 1949, the Government's uncontrolled defi-
cit spending threatsns to erase ths positive effects of these con-
crete advances.

Ueterioration of Korea's financial structure can be traced di-
rectly to: (1) fiscal ineptitude on the part of Xorean officials;
(2) large and uncontrolled expenditures --totalling over 50% of the
budget -- for military establishment; (3) failure to collect taxes;
(4) politically motivated large-scale government subsidies; and (5
continued soveranment use of inflationary overdrafts with the Central
Bank, in order to meet currency requlrements. The extent of the
financial crisis can be seen in financisl statlistica: the deficit for
FY 1950 was anticipabted as .on 24 billion; it is now estimaled that
the deficit will be closer to don 60 billion. The Government overdraft
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with the Central Bank, meanwhile, has grown from .on 40 billion in
December 1948 to won 86 billion in the ssme month of 1949. In the
same pericd, currency in circulation rose from won 43 billion to
Won 76 billion,

In order to curb this inflation, the ECA #Mission in Korea was
forced during 1949 to suspend release of "counterpart funds" ear-
marked for essential construction projects. Unless such projects
can be started at an early date, Korsan import requirements will
remain far in excess of foreign exchange earnings upon the acheduled
completion of the ECA program in 1952. In that event, and in the
absence of continued large-scale US dollar aid, the economy and the
Republic will collapse.

In a further effort to combat inflation, ECA recently instituted
a Joint Economic Stabilization Committee, composed of responsible
Korean Cabinet members and ECA advisors, to consider ways and means
of bringing stability to the Korean economy. Although some soncrete
advances have been made, it appears that President Rhee and his ad-
visors s*ill regard Korea's inflation as no more than seasonal up-
turn and believe that limitations on currency in circulation will be
sufficient to halt the inflation., Thus, despite ECA efforts, Korea's
basic economic distress continues to threaten the natlon's long-range
stablliby.

In the political field, the threat to stability, while perhaps
not so obvicus as in the field of economics, is equally serious.
Faced with the problem of Communist infiltration and subversion,
Korea's Government has resorted to the only counter-measures famlliar
to the mass of its officlals -- Japanese police state methods. The
Government has been successful in suppressing Commanist activities
and in ferreting out Communist cells in bhe Army, police, and Govern-
ment. In the process, however, most of the human rights and civil
liberties guaranteed by the Korean Conetitution have been severely
compromised, Although abstract ideas of human rights are understood
by only a small minority of Koreans, the support of this influential
group of intelligentsia is essential to the success of the Government.
Furthermore, all Kereans; educated or not, understand and resent the
physical violence and intimidation to which many innocents have been
subjected in the course of the Government's program to #purify®
thoughts and develop ™unity." :

Recent unsuccessful attempt by the National assembly to reduce
the powers of President hhee and establish a nresponsible cabinet”
system of government, for example, was more than a mere power play
on the part of the conservative, wealthy and relatively talented
opposition Democratic-Nationalist Party. It was, rather, a mesasure
of the Assembly's disgust with the Government's fallure to curb
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inflation, and a protest against the excesses of the police. The
Assembly, itself, has not been immune from intimidation. 13 Assembly
members, who belonged to the "Young Progressive Group" were recently
sentenced by the Government on charges of Communist alfiliations.

None of the evidence presented in court against them would be accepted
in Western judicial proceedings and the burden of the prosecution
charge rested on the facet that they opposed "national policy® and
supported policies which coineided with the current Communist line,

The net result of Rhee's attempt simnltaneously to eliminate both
factionallsm and the Communist threat has been to silence and intimi-
date practically all constructive critics of his regime, to alienate
much of his popular support both in the provinces and in the Assembly,
and to pave the way for a possible split in Korez's nationalisty, anti-
Communist camp. Such a schism would leave the young Republic hopeless~
ly torn by internal dissension and an easy prey to Communist penetra-
tion. Thus, a nearly-blind concentration on Korea's security problems
has resulted in the growth of economic and political evils which, if
not stemmed, will seriocusly threaten the new-born nation's survival,
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